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2014/15 TO 2016/17 

MEDIUM TERM REVENUE AND EXPENDITURE 

FORECAST 


ABBREVIATIONS AND ACRONYMS 


DME 

Department of Mineral and Energy 

DORA 

Division of Revenue Act 

EPWP 

Extended Public Work Programme 

FMG 

Finance Management Grant 

NMMDM 

Ngaka Modiri Molema District Municipality 

IDP 

Integrated Development Plan 

MFMA 

Municipal Finance Management Act 

MIG 

Municipal Infrastructure Grant 

MPAC 

Municipal Public Account Committee 

MSIG 

Municipal System Improvement Grant 

MTREF 

Medium Term Revenue and Expenditure Framework 

PMU 

Project Management Unit 

PPE 

Property, Plant and Equipment 

ISDG 

Infrastructure Skill Development Grant 


2 BUDGET OVERVIEW: EXECUTIVE SUMMARY 
2.1 Introduction 

The 2014/2015 Medium Term Revenue and Expenditure Framework and the Multi-Year Budget has been prepared 
to reflect the three year plan of Ditsobotla Local Municipality. In addition, the directive from National Treasury based 
on MFMA circulars No 70 which reads with 72 was used as the bases for preparation of this budget. 

National Treasury has emphasized that the revenue side of the municipal budget will continue to be constrained, 
given on-going economic pressure and therefore tough decision on the expenditure side is necessitated. priority 
need to be given to: 
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I. Ensuring that drinking water and waste water management meets the required quality standard at all times; 

II. Protectlng the Poor; 

III. Ensuring that public investment, serwces, regulation and incentives are focused in defined spatial areas 

IV. Provide clear signal to private sector; 

V. Transport, human settlements, bulk infrastructure, economic infrastructure, land uses management, tax and 

subsidy incentives; 

VI. Supporting meaningful local economic development (LED) initiatives that foster micro and small business 

opportunities and job creations; 

VII. Securing the health of their asset base (especially the municipality’s revenue generating assets) by increasing 

spending on repairs and maintenance; 

VIII. Expediting spending on capital projects that are funded by condition grants; 

IX. Ensuring that borrowed funds are invested in revenue generating assets as part of the capital programme; and 

X. To implement cost containment measures. 


Once again, the main challenges experienced in the 2013/2014 Budget can be summarized as follows: 

The increased cost of bulk purchases. 

The need to re-priorities expenditure within the existing resource envelope given the cash flow realities and 
declining cash position. 

The state and lack of maintenance for infrastructure maintenance. 

Unavailability of own-funding for capital budget; and 
Inability to raise capital/borrowing. 

Over and above the guidelines from National Treasury, the budget was also influenced by the following: 

The performance of 2013/2014budget was used as baseline. 

CPI guidelines from National T reasury except were specific sector increases are prescribed. 

Tariff and property rate increases should be affordable and generally not to exceed inflation as measured by the 
CPI except where adjustment are justified and where price increase is prescribed or determined outside the 
municipality’s powers. 

The tariffs of rates and service charges should be cost reflective. 

In order to ensure sustainability of vision and financial viability of the municipality in the long term, municipal tariffs 
are adjusted as follows: 


Source 

2014/2015 

2015/2016 

2016/2017 

Water 

5.6% 

5.4% 

5.4% 

Electricity 

7.39% 

7.39% 

7.39% 

Property rates 

5.6% 

5.4% 

5.4% 

Sewerage 

5.6% 

5.4% 

5.4% 

Refuse Collection 

5.6% 

5.4% 

5.4% 

Miscellaneous 

5.6% 

5.4% 

5.4% 
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The municipality will still ensure that the poor are protected through the indigent support scheme as per the indigent 
policy and debt collection strategy. 

The cash flow position of the municipality is expected to be under pressure for 2014/2015, a conservative approach 
to spending and utilization of Municipal assets will ensure that this matter is addressed. 

2.2 Consolidated Overview 

The total budget of the municipality is R378.3 million which comprises of R338.2 million Operating Budget and R40 
million for total Capital Budget, details for the Multi-year Budget are given in the table below: 


Details 

Budget Year 

Budget Year 

Budget Year 

2014/15 

2015/16 

2016/17 

Total Operating Budget 

338,239,153 

360,670,701 

378,597,172 

Total Capital Budget 

40,061,300 

50,235,300 

51,798,000 

Total 

378,300,453 

410,906,000 

430,396,000 


The total budget for 2014/2015 has slightly increased from R372 mil to R 378mil as compare to 2013/2014 budget as 
a result of some of the revenue streams which was in budget adjustment. 

The MIG represent 83% of capital budget for 2014/2015 whilst 17% represent own funding. 

3 BUDGET SUMMARY AND ANALYSIS 

3.1 Medium Term Outlook 2014/2015 - 2016/2017 
CAPITAL BUDGET 

The Capital Budget is directly informed by the needs of the community submitted through the IDP process. The 
Capital Budget is mainly funded through Grant Funding in terms of DORA. 

OPERATING BUDGET 

The Operating Budget which deals with the day to day operation of the municipality to ensure service delivery to the 
communities has conservatively increased for the MTEF. The growth could be attributed to mainly the following: 

Cost of bulk purchases 
Service Delivery back log 
Cost of repair and maintenance 
Employee related cost 
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3.2 Operating Revenue per Source FISCAL OVERVIEW OF BUDGET 


Description 

2013/14 Medium Term Revenue & Expenditure 
Framework 




R thousand 

Original Budget 

Adjusted Budget 

Budget Year 
2014/15 

Budget Year +1 
2015/16 

Budget Year +2 
2016/17 

Revenue Bv Source 






Property rates 

41,271,431 

42,271,431 

43 400 592 

45,831,025 

48,305,900 

Service charges 

173,919,180 

173,919,180 

187 439 078 

199,718,685 

213,326,621 

Service charges - electricity revenue 

123,378,350 

123,378,350 

132,103,271 

141,865,702 

152,349,578 

Service charges - water revenue 

32,705,000 

32,705,000 

36 684 700 

38 194 716 

40 ,257,230 

Service charges - sanitation revenue 

7,279,500 

7,279,500 

7 908 840 

8 335 917 

8 ,786 ,057 

Service charges - refuse revenue 

10,556,330 

10,556,330 

10 742 267 

11 322 349 

11,933,756 

Income forgone 

(5 980 000) 

(4 220 000) 

-4 300 000 

(5 400 000) 

(5 500 000) 

Rental of facilities and equipment 

664 650 

1,664,650 

1, 629, 383 

1,717,370 

1,810,108 

Interest earned - external investments 

2 110 000 

2,110,000 

655,522 

690 ,920 

728 ,230 

Interest earned - outstanding debtors 

11 731 600 

11,731,600 

10,000,000 

9,000,000 

10, 000 ,000 

Dividends received 

- 

- 

- 

- 

- 

Fines 

10 550 000 

1 ,601, 782 

563,216 

593, 630 

625 ,686 

Licences and permits 

947 410 

3,107,410 

3 000 000 

2 ,816 ,864 

2 ,968,975 

Agency services 

1,000,000 

3,500,000 

3,500, 000 

3,689,000 

3,888,206 

Transfers recognised - operational 

90,501,000 

91,527,000 

94,707,000 

101, 242 ,000 

101,686,000 

Other revenue 

8 ,907,734 

2,243, 029 

2,933,663 

2, 299 ,507 

2,368,274 

Gains on disposal of PPE 

0 

0 

0 

0 

0 

Transfers recognised - capital 

36 427 224 

36 427 224 

34,772,000 

48,707,000 

50,188,000 

Total Revenue 

372 ,050,229 

365,883,306 

378,300 454 

410 906,000 

430 396,000 

Exoenditure Bv Tvoe 






Employee related costs 

123, 014, 069 

123,014, 069 

145 252 589 

141 602 382 

150 536 934 

Remuneration of councillors 

13,209,979 

12,209 ,979 

12,910,059 

13, 607,202 

14 ,341,991 

Debt impairment 

28,485,000 

20 ,482 ,000 

17 272 731 

28 883 000 

32 ,782, 000 

Depreciation & asset impairment 

8,714,000 

8 ,714, 000 

10 000 000 

11 000 000 

12 000 000 

Finance charges 

0 

3, 000 ,000 

0 

0 

0 

Bulk purchases 

95 896 600 

95 166 600 

99 000 000 

104 405 453 

104 910 685 

Other materials 

17 ,150 ,923 

5 ,194 ,358 

14 759 349 

15 556 354 

16 396 397 

Contracted services 

17, 079, 828 

20 ,884 ,711 

12 354 038 

17 026 356 

17 945 779 

Transfers and grants 

7,422,000 

8, 448, 000 

6 211 000 

5 117 000 

5 218 000 

Other expenditure 

33,364,605 

26 ,354 ,477 

30 479 387 

34 472 954 

36 465 385 

AFF-Capital 

36,427,224 

51, 127 ,224 

40,061,300 

50 235 300 

51 798 828 

Setting off-Depreciation 

-8,714, 000 

-8 ,714 ,000 

-10 000 000 

-11 000 000 

-12 000 000 

Total Expenditure 







372,050,228 

365 883 419 

378,300, 454 

408,906,001 

428,396,000 

Net lncome/(expenditure )for the year 

- 

. 

. 

. 

. 
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Note: Figures above include capital revenue & expenditure 


Service Charges 
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Gainon Qther Revcnue 



Income Agency 
2 % 


3.2.1.1 Property Rates 

The property rates show estimated revenue of R 43 million, this is attainable subject to the total 
enforcement of credit control and debts collection policy. An amount of R 4.3million is budgeted 
for income foregone in terms of rebates and discounts that are offered by the municipality for 
the indigents pensioners and the areas where the municipality is not providing services. These 
therefore reduces this revenue component to R39million. This revenue stream contributes 13% 
of the total operating revenue. 

In terms of Section 15(l)(b) of the Local Government: Municipal Property Rates Act No 6 of 
2004 read that the following reduction in market value and rebates should be granted on the 
rate levied for the Financial Year 2013/2014 to any owner of rateable property in the following 
circumstances: 

In terms of Section 17(h) of the Local Government: Municipal Property Rates Act No6 of 
2004 the impermissible value of the market value of a property assigned to the 
residential category in the valuation roll or supplementary valuation roll be determined as 
R 60 000. 
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Indigent households - Owner of residential property registered in terms of Council’s 
approved Indigent Policy be subsidized in accordance with the Indigent Policy and will 
not form part of a rebate in terms of the MPRA. 

Child-headed households - That a child-headed household registered in terms of 
Council’s approved Indigent Policy be subsidized in accordance with the Indigent Policy 
and will not form part of a rebate in terms of the MPRA. 

Aged/Pensioners reduction Disability grantees and Medically Boarded persons - that in 
addition to the reduction in terms of Section 17(h) of the Local Government: Municipal 
Property Rates Act No 6 of 2004. 

3.2.1.2Service Charges 

Service charges include electricity refuse sewer and water. The R 187million is made up of the 
following water R37 million Refuse R 10.7 million Sewerage R 7.9 million and electricity 
R132million. The service charges contribute 55% of the total operating revenue and can only 
realized if there is an efficient and adequate enforcement of policies and revenue enhancement 
strategy. 

Service Charges will form part of a Revenue enhancement programme which the municipality 
will embark on, this will include: 

Water: 

To ensure all Water meters are in perfect working order. The programme of upgrades will 
commence on by 1 July 2014. R 1 million of the budget for Repairs and Maintenance has been 
set aside to facilitate this. Where applicable obsolete water meters will be replaced. 

Electricity: 

The move to the use of Pre-Paid electricity will be increased and accelerated and the 
relationship with Cigi-Cell normalized. 

Refuse and Sewerage: 

The credit control and debt collection policies will be implemented to the full extent, with no 
exceptions. 


3.2.1.3 Interest on Debtors 

In terms of a Council resolution interest on arrear debtors are to be charged. It is planned to 
enforce the resolution during the ensuing year in line with the enforcement of credit control and 
collection policies. Interest calculated has been based on implementing the Interest policy in full. 

3.2.1.4 Agency Fees 

The function is done on behalf of Department of roads and transport and estimates for this 
revenue stream is R3.5mil 

3.2.1.5 Grants and Subsidies 
Operating 

The grants subsidies operational refers to the Equitable Share, Finance Management Grant 
Municipal Systems Improvement Grant and the ISDG. 
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The revenue R94.7million is based on the allocation per DORA. This revenue stream 
contributes 28% of the total operating revenue. 

Capital 

The MIG allocation is increased from R32.2mil to R34mil, whilst the INEP is slightly increased 
from R500 000 to R558 000 which brings the total to 34.7mill. 
5% of the MIG grant is allowed to be spent on Operational expense (i.e R l,7m) and the 
balance has been earmarked for capital projects. 

3.2.1.6 Other Revenue 

Other revenue streams contribute 1% on operating revenue. 

Expenditure Pie Chart 


Operational Expenditure Pie Chart 


General Expenses 
Grants B% 



Repairs & Mainte 
47o 


Councillor 

Remuneration 

4% 
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3.2.1 Employee Related Cost 

Employee related cost has been based on the current organization structure and provision has 
been made for 6.8% increase pending the salary and wage negotiation outcome. The 
expenditure category represents 43% of the operating expenditure. 

3.2.2 Remuneration of Councillors 

Provision has been made for 5.6% increase for remuneration of Councillors. 

3.2.3 General Expenditure 

General expenditure increased with an average of 5.6%.This expenditure category is influenced 
by general inflation diesel and petrol increases. 

3.2.4 Bulk Purchases 

The bulk purchases for water and electricity for the 2014/2015 financial year increased to R99 
million which is 29% of the total operating expenditure. Increases in the expenditure category is 
set by NERSA, which is 8.6% and 5.6% on water set by Botshelo Water. 
To contain the expense incurred on Water the municipality will embark on a programme to 
conserve and protect Water. 

3.2.5 Repairs and Maintenance 

Repairs and maintenance of various infrastructures assets have been increased with an 
average of 5.6%. The total expense equates to 12.3% of Property Plant & Equipment (Circular 
70 suggests 8%). It should be noted most assets of the municipality are old and in a very bad 
state of repair and they require regular repairs and maintenance for effective service delivery to 
the community. The municipality also does not have a maintenance plan in place. 

3.2.6 Contracted Services 

Contracted Services has been increased with an average of 5.6%. This expenditure category is 
influenced by various contractual obligations with Service Providers. 

3.2.7 Debt Impairment 

It has been noted that the current collection rate amounts to 69% of all revenue billed. Only 5% 
of total revenue forecasted has been provided for as doubtful. It is expected the revenue 
enhancement efforts as well as the strengthened credit control and debt collection efforts will off 
set the amounts not provided for. 
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3.3 Capital Budget 

The total Capital Budget amount to R41 million. The total grants funding in terms of DORA 
amount to R34.7million. The details are as follows: 


3.3.1 DORA Allocation 


Details 

2013/2014 

Indicative 

2014-15 

Indicative 

2015-2016 

Indicative 

2016-2017 

Municipal Infrastructure Grant 

32 029 000 

34 214 000 

35 707 000 

37 188 000 

INEP 

500 000 

558 000 

13 000 000 

13 000 000 


32 500 000 

34 772 000 

48 707 000 

50 188 000 


3.3.2 Own Funding 


Funding 

2012/2013 

Indicative 

2014-15 

Indicative 

2015-2016 

Indicative 

2016-2017 

Assets Financing Fund 

18,598,224 

7 000 000 

1,528,300 

1,610,828 


18,588,224 

7 000 000 

1,528,300 

1,610,828 


4. CHALLENGES 2013/2014 


4.1 Cash Flow 

The municipality experienced negative cash flow as a result of non billing which leads to non- 
payment by consumers 

5. BUDGET PROCESS 

5.1 Overview 

The budget process is an effective process that the municipality must undertake to ensure good 
governance and to promote accountability. Budgeting is primarily about priorities and choices 
that the municipality has to make in deciding how to meet the objectives set for service delivery. 
The budget preparation process is guided by the following legislative requirements: 

Municipal Budget and Reporting Regulation 
Municipal Finance Management Act 
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Municipal System Act 
Municipal Structures Act 

The process started with the approval of the IDP and Budget timetable in August 2013 which 
included the process plan for the formulation of the new IDP. 

Communities will be consulted wherein a ward based plan will be developed to deal with 
infrastructure requirement of the municipality. 

Projects will be identified and prioritize taking into consideration the funding available. 

5.2 Political Oversight 

Section 53(l)(a) states that the Executive Mayor must provide political guidance over the 
budget process and the priorities that must guide the preparation of the budget. 

It is also entrusted to the Executive Mayor to ensure that the budget is approved on time and 
that the Service Delivery and Budget Implementation plans are developed and approved. 

5.3 Consultation Process 

Section 22 of the Municipal Finance Management Act requires that after tabling the Draft Annual 
Budget the municipality must avail the budget to public and also invite local community to 
submit comments on the approved budget. 


5.4 Schedule of Key Deadlines 

One of the objectives of the budget timetable is to ensure that there is interaction between the 
development of the IDP and budget. The budget time table was approved by Council on the 
31®'of August 2013 thus 10 months before the start of the financial year. 


6. BUDGET ASSUMPTION 
6.1 Key Financial Indicators 

Budget assumption / parameters are determined before the budget process guided by the 
economic outlook movement in terms of markets and the National Treasury guidelines. All steps 
have been taken to be in line with National Treasury Guidelines however the following factor 
affect the municipal operation and the budget should be accordingly: 

Anticipated high fuel price 
High Salaries 
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Increase by Eskom 


Key budget parameters used in developing the operation budget. 


Description 

2014/15 

2015/16 

2016/17 

Inflation 

5.6 

5.4% 

5.4% 

Remuneration: 




Employees 

6.8% 

6.8% 

6.5% 

Councilors 

5.6% 

5.6% 

6.5% 

Fuel / Diesel 

6% 

6% 

6% 

Water Purchases 

5.6% 

5.4% 

5.4% 

Electricity Purchases 

8.6% 

8.6% 

8.6% 

General Expenditure 

5.6 

5.4% 

5.4% 


6.2 Borrowing and Investments 

The MFMA permits the borrowing for long-term if it is for the acquisition of capital goods such as 
plant equipment and infrastructure. Currently the municipality is not considering any long term 
borrowing except for short- term in the form of an overdraft. 

Currently the municipality has no investments and only call accounts are utilized upon receipts 
of grants. 

6.3 Rates Tariffs Charges and Timing of Revenue Collection 

Accounts for rates refuse electricity water and sanitation are issued on a monthly basis and are 
due and payable before the 15*'^ of the month. Recovery procedures for non-payment may be 
commenced within 15 days of payment default. The electricity supply is cut and water supply is 
restricted when a client defaults. The municipality is committed in ensuring that collection levels 
are improved and that credit control will be enforced those who can afford and not honoring their 
municipal accounts. 


6.4 Average Salary Increases 

An estimated 6.8% has been applied across the board. 

6.5 Changing Demand Characteristics 
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The demand for services is increasing yearly as the municipality is expected to deliver services 
to the poorest of the poor and under pressure to reduce poverty. 

7. OVERVIEW OF BUDGET RELATED POLICIES AND AMENDMENTS 

The municipality’s budgeting process is guided and governed by the relevant legislation and 
related policies. 

The purpose of the budget related policies is to govern and guide the budget process and 
inform the projections of the medium term. 

Listed below with a brief description are the municipality’s budget related policies. These 
policies are available from the municipality on request. 

The accounting policy is reviewed on an ongoing basis to incorporate changes required by the 
relevant Accounting Standards apart from the changes to these policies as part of the budget 
process. 

Budget related policies are attached. 

7.1 Virement Policy 

The Virement policy establishes the framework for managers to manage their respective 
budgets within limitations and also to ensure good budgeting practice and effective financial 
management. The Virement policy has been amended to improve budgetary controls. 

7.2 Accounting policy 

The accounting policy guides the preparation of the Annual Financial Statements and is 
reviewed each year during the preparation to ensure compliance with Generally Recognized 
Accounting standards and other guiding principles such as International Financial Reporting. 

7.3 Supply Chain Management Poiicy 

The supply chain management policy was adopted and amendments are as result of council 
resolution. 

7.4 Credit control and Debt collection policy 

The council adopted a policy a few amendments have been made to give clear indication in 
terms indigents s 118 on the issuing of rates clearance and the outstanding debt. 
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7.5 Tariff policy 

The tariff policy covers levying of tariffs fees and charges for municipal services. The tariff policy 
details electricity water sewer refuse removal and miscellaneous tariffs. 

7.6 Fixed Asset Management Policy 

The asset policy is designed to ensure management of Municipal assets in an efficient and 
effective manner with regard to acquisition utilization control maintenance and disposal of 
assets. The policy guides Directorates in their responsibility and duties for control of their 
assets. 

7.7 OVERVIEW OF BUDGET FUNDING 

The municipality does not display a sound financial profile the liquidity levels signals negative 
effect that needs urgent attention. 

8. Funding of the Operating Budget 


Description 

Percentage 

Property Rates 

13% 

Service Charges 

55% 

Grants 

28% 

Other 

4% 


9 DISCLOSURE ON IMPLEMENTATION OF MFMA AND OTHER 
LEGISLATION 

9.1 Budget 

The budget has been developed in terms of the MFMA Circular and Reporting Regulation and 
National Treasury Requirements. Budget has been tabled within the required legislative 
timeframes. It has also compiled in line with budget related policies thus Virement Policy 
Accounting policy Supply Chain Management Policy Credit control and Debt collection policy 
Revenue policy on tariff setting modeling Fixed Asset Management Policy. 


9.2 Budget and Treasury Office 

A budget and treasury office has been established. 
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9.3 Audit Committee 

The Audit Committee has not yet been established and shared - services is used. 


9.4 Municipal Public Accounts Committee 

The committee has been established and is supported by various sub-committees. 


10. ANNUAL BUDGET SCHEDULE 

The Budget schedules are attached. 

11. SERVICE DELIVERY AND BUDGET IMPLEMENTATION PLAN 

The SDBIP is a key management implementation and monitoring tool which provides 
operational content to the end-of-year service delivery targets set in the budget and IDP. 

The SDBIP will be tabled after the final budget approval in May as per the requirement of the 
legislation. 


12. BUDGET RELATED RECOMMENDATIONS 


It is recommended that the 2014/2015 - 2016/2017 Reviewed IDP & MTREF Budget be 

approved as follows: 

• That the operational budget of R338,2 million and capital budget of R40million be 
approved which is shown in schedules Al- AIO. 

• The Operating expenditure by vote and standard item as reflected in the budget 
schedules be approved. 

• The Capital Expenditure by vote and associated category and funding reflected in 
the budget schedules be approved 
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• That the two projected outer indicative budget for 2015/2016 and 2016/2017 also be 
approved. 

• That the strict implementation of the credit control and debt collection be supported. 

• That the attached tariffs be approved in terms of Section lOG (7)(c) of the Local 
Government Transition Act, 1993 (Act no.209 of 1993) as amended, read with 
Section 80B (8) of the Local Government Ordinance, 1939 (Ordinance no.l7 of 
1939), read with Section 93 (4) of the Municipal Structures Act, 1998 (Act No.ll7 of 
1998) read with Section 11 (3)(g) of the Municipal Systems Act, 2000 (Act No.32 of 
2000) with effect 1 July 2014. 

• That all indigent consumers will still be liable for any amount payable in excess of the 
total subsidy received. 


• ATTACHMENTS 

The following documents are attached: 

• Draft Reviewed Integrated Development Plan 2014/2015 - 2016/2017; and 

• Draft MTREF Budget for 2014/2015 - 2016/2017 incorporating proposed tariffs 
and related Budget Schedules. 


QUALITY CERTIFICATION 
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I (Print Name) Municipal Manager of 

Ditsobotla local Municipality hereby certify that the budget have been prepared accordance with 
the Municipal Finance Management Act and the regulations made under the Act. 


Signature 


Date 


I (Print Name) Acting Chief Finance Officer 

of Ditsobotla local Municipality hereby certify that the budget have been prepared accordance 
with the Municipal Finance Management Act and the regulations made under the Act. 


Signature 


Date 
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